The Effect of Stock Ownership Toward the Corporate Social Responsibility (CSR) Disclosure by Nurani Hartikayanti, H & Wicaksana Siregar, I
ICOI-2018
The 2018 International Conference of Organizational Innovation
Volume 2018
Conference Paper
The Effect of Stock Ownership Toward
the Corporate Social Responsibility (CSR)
Disclosure
Heni Nurani Hartikayanti and Ifan Wicaksana Siregar
Faculty of Economics and Business, Universitas Jenderal Achmad Yani Bandung, Indonesia
Abstract
This study aims at investigating the effect of stock ownership by foreign parties
and government toward the level of corporate social responsibility (CSR) disclosure.
The participating companies of Indonesia Sustainability Reporting Awards 2015 were
selected as the samples by employing purposive sampling technique. This study
employed secondary data from annual report, sustainability report, and financial
report. Data were analyzed using simple linear regression analysis. The result shows
that government and foreign ownership had no significant influence toward CSR
disclosure.
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1. Introduction
The impact of the company’s operations on its environment has beenwidely expressed
in different parts of the world. This environmental impact can either be positive and
negative. Some countries have established rules that require companies to allocate
certain amount of money to finance shared activities for environmental use (Caroll,
1991). Expenditure on environmental costs is known as corporate social responsibility.
Corporate Social Responsibility (CSR) is a company’s activity to build the environment
and must be disclosed in the annual report, not only based on the single bottom line
consisting of corporate value, but also on the triple bottom lines consisting of finance,
social and environment (Caroll, 1991; Machmud and Djakman, 2008). In the Law Num-
ber 40 of2007 on Limited Liability Company, Article 74 Paragraph 1 that ”Companies
that carry out their business activities in the field and/or related to natural resources
shall carry out social and environmental responsibility”. Implementation of CSR has
been seriously taken into account as the issuance of Government Regulation (PP) No.
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47 of 2012 on Corporate Social Responsibility and Environment of Limited Liability Com-
pany. This regulation stipulates that companies that do not manage and do not utilize
natural resources, but whose business activities affect the functions of natural resource
capability including the preservation of environmental functions, are also required to
implement CSR and include it in the company’s annual report. CSR disclosure conducted
by the company has to be included in the sustainability report as one component
of the annual report presented by the company. Graaf land (2006) states that CSR
practices and disclosures are closely related to Good Corporate Governance (GCG).
Companies must comply with existing regulations and take into account the interests
of its stakeholders and establish cooperationwith other stakeholders for the long-term
company viability. In the ISRA 2015, there was a phenomenon where the level of CSR
disclosure conducted by the ISRA participants did not reach one hundred percent, but
only between the range of fifty percent or below of fifty percent. This can be affected
by several factors, one of which is stock ownership.
2. Literature Review
The main principle of agency theory states the existence of a working relationship
between the party giving authority (principal) and its agents (manager). Jensen and
Mackling (1986) argue that agency relationships are a contract in which one or more
people (principals) involve another person (agent) to perform some services on their
behalf that involve delegating some decision-making authority to the agent. In an
agency relationship, there are three influencing factors on the CSR disclose, namely:
supervision cost, contract cost, and political visibility. When companies face contract
costs and low oversight fees and high political visibility will tend to disclose social
information (Belkaoui, 1989).
The discussion of CSR is inseparable from the theory of legitimacy, shareholders
and firm perspective. Lindblom (1994) explains that the theory of legitimacy attempts
to explain why a company makes social and environmental disclosures. The theory of
legitimacy reveals that companies continually strive to act in accordancewith the limits
and norms in society. Through these efforts, the company seeks to have its activities
accepted according to the perception of external parties (Deegan, 1996). Chariri (2008)
explains that the theory of legitimacy is beneficial in analyzing organizational behavior,
because the theory of legitimacy is the most important thing for the organization.
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In the view of stakeholder theory, companies also have stakeholders, not just share-
holders (Belkaoui, 1989). Stakeholders are parties who have an interest in the com-
pany, have a business commitment to contribute to sustainable development. Thus,
the existence of a company is strongly influenced by the support provided to the
company (Chariri, 2008). Furthermore, according to Freeman (1999), the community
is the most important stakeholder for the company and the media plays an important
role in communicating the activities of the company to the stakeholders. Therefore,
companies need to apply the principles of good corporate governance and Corporate
Social Responsibility to maintain reputation in front of its stakeholders. Stakeholders
are grouped into two: primary stakeholders and secondary stakeholders (Freeman
1994). Primary stakeholders consist of shareholders, owners, investors, employees
and customers. Meanwhile, secondary stakeholders are stakeholders that influence
or indirectly influenced by corporate strategy such as government, public, and the
environment.
Based on the classification of stakeholders, foreign ownership is included in the
primary stakeholders group because foreign ownership is a form of ownership other
than institutional ownership and managerial ownership. Companies that have con-
tractual relationships with foreign stakeholders in both ownership and trade will be
fully supported to practice CSR in their environment. The company’s effort to bind the
stakeholders is not easy, because the company cannot know one by one the desires
of its stakeholders (Caroll, 1991). One of the corporate strategies that can be done by
managers is by disclosing Corporate Social Responsibility (CSR) in annual report, which
will be useful for investors as one of the stakeholders to oversee company perfor-
mance and to assess the extent to which the company perform its role in accordance
with the wishes of stakeholders. If the company performs CSR disclosure properly,
then the value of the company will also increase. Government share ownership is
the number of stocks owned by the government. Through ownership of these stocks,
the government is entitled to establish the director of the company. In addition, the
government can control the policies taken by management to suit the interests or
aspirations of the government (Lovink, 2014). One of the factors affecting the extent of
disclosure of a company’s annual report is the basis of the company. The government
has the right to appoint the director of the company so that the business decisions
taken are an extension of the government’s interest (Amran et al., 2008).
Foreign ownership is the percentage of share ownership by foreign investors that
is considered as a party that has a high awareness of CSR program. According to Law
no. 25 of2007 on Article 1 Point 6, foreign ownership is an individual foreign citizen,
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foreign business entity, and foreign government with capital in the territory of the
Republic of Indonesia. Multinational companies or with foreign ownership primarily
see the benefits of legitimacy derived from its stakeholders, typically based on the
home market (market that operates) that can provide a long existence in the long run
(Suchman, 1995). Foreign ownership in Indonesia is divided into two types: the own-
ership of stocks(trade) and the addition of subsidiaries (ownership). Companies with
foreign ownership should provide more disclosure than those who do not because (1)
foreign companies get better training in accounting from overseas holding companies;
(2) the company may have a more efficient information system to meet the internal
needs and the holding company needs; and (3) the possibility of greater demand for
foreign-based enterprises from customers, suppliers and the general public.
In Indonesia, Corporate Social Responsibility has evolved since the issuance of Law
No. 23 of 1997 on Environmental Management. It shows that the government has
also concerned this issue. According to The World Business Council for Sustainable
Development (WBCSD), Corporate Social Responsibility is a business commitment to
contribute to sustainable economic development, through collaboration with employ-
ees and their representatives, their families, local communities and the general pub-
lic to improve life in a way that is beneficial for both business and development.
According to International Standard ISO 26000 (2010), Corporate Social Responsibility
is the responsibility of an organization as the impact of a decision and its social and
environmental activities, through transparent and ethical conducts that contribute to
sustainable development, health and welfare of the community; taking into account
the expectations of the stakeholders; in accordance with applicable law and consistent
with international behavioral norms and integrated throughout the organization and
practiced in a relationship. The rationale of Corporate Social Responsibility based on
business ethic that the company does not only have economic obligations to share-
holders, but also social obligations to stakeholders, namely government, community,
customers, investors and even competitors company. Stakeholder theory believes that
companies should carry out social disclosure as one of the responsibilities of corporate
responsibility to the stakeholders. In recent years, CSR is no longer just a formality in
corporate activities, but rather an important obligation especially in business strategy.
Mishra (2010) and Bahman et al. (2014) state there are several benefits of Corporate
Social Responsibility for the company, such as: (1) maintaining and enhancing the
company’s reputation and brand image; (2) obtaining a license to operate socially; (3)
reducing the business risk of the company; (4) expanding access to resources for the
company’s operations; (5) opening up a wider market; (6) reducing costs, e.g. related
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to the impact of waste disposal; (7) improving relationships with stakeholders and
regulators; (8) increasing employee morale and productivity; (9) getting opportunity
to get award. In the long run, CSR will become a strategic and competitive asset for
corporations amidst a business climate that demands ethical and responsible business
practices. It is necessary to have a continuous evaluation of CSR implementation by
the company (Miriam, 2016).
Many researchers have conducted studies on the company’s share ownership
towards the broad range of CSR disclosure. In harmony with stakeholder theory,
ownership of the company’s stocks of institutional ownership, public, foreign, family,
management and government. The results of research on the effect of institutional
ownership on the level of CSR disclosure have been widely practiced in several
countries (Robert, 1992; Mohamed et al., 2012; Mukhtarudin, 2014; Yongjia, 2017;
Mahoney, 2007; Wahaba, 2015; Hartikayanti, 2015; Isabelle et al., 2015). The institu-
tional ownership in this study is generally owned by a company. The results showed
there were different results. Some have claimed that institutional ownership affected
CSR disclosure, but some other studies suggest otherwise.
The influence of foreign stock ownership (in this case non-residents of a country)
generally showed a positive influence on CSR disclosure (Moustafa, 2012; Darus et al.,
2013; Dalilawati, 2013). Other studies have stated different results that foreign owner-
ship had no significant effect (Hartikayanti, 2016; Winarti, 2014, Sufian, 2013; Machmud
and Djakman, 2008). Studies on the effect of government stockownership on the level
of CSR disclosure by some researchers showed a low effect (Qing Hua, 2016), and a
positive effect (Winarti, 2013).
3. Methods
There were504 companies listed in Indonesia Stock Exchange in 2015. There were
39registered companies as the participants of Indonesia Sustainability Reporting
Award (ISRA) in 2015. Meanwhile, there were16 companies reported their CSR activi-
ties. The sampling was done by employing purposive sampling technique (Sugiyono,
2013). The collected data were in the form of secondary data that were derived
from the annual financial statements and the disclosure of CSR from participant
companies of ISRA 2015.Data were analyzed using normality test, multicollinearity,
heteroscedasticity test, and auto correlation test. The hypothesis testing was done
using simple regression (Sugiyono,2013).
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4. Results and Discussion
The average percentage of foreign share ownership ranged from 46.8%. The CSR
disclosure data was based on the G4 Global Reporting Initiative (GRI) standard con-
sisting of 91 assessment items grouped in 46 aspects with 6 performance indicators.
According to the overall aspect that should be disclosed by the company, all of the
sample companies only revealed up to the 50%.




Foreign Ownership Pearson Correlation 1 -.323
Sig. (2-tailed) .223
N 16 16
CSR Disclosure Pearson Correlation -.323 1
Sig. (2-tailed) .223
N 16 16
The data processing results above shows that the level of relationship between
these two variables was low with negative direction. Moreover, the relationship that
occurred between the two variables in this study was not significant, so this study
shows that the direction was not significantly negative.
T 2: The Influence of Foreign Ownership on Level of CSR Disclosure.




1 .323𝑎 .104 .040 .12112
The above table shows that the value of determination coefficient was10.4%.
This value shows that corporate social responsibility disclosure 10.4% rate could
be explained by foreign ownership variable. Meanwhile, the remaining 89.6%could
be explained by other causes outside the model or other variables that were not
examined in this study.
The above test results show that the value of t arithmetic for foreign ownership vari-
ablemeans therewas no significant influence between foreign ownership of corporate
social responsibility disclosure. Foreign ownership is a variable that has been widely
used as an independent variable in various studies. The foreign party is considered
to be concerned about CSR disclosure. European countries and the United States are
seen having more concerned on social and environmental issues such as human rights
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T 3: Significance of the Influence of Foreign Ownership on Level of CSR Disclosure.
Coefficients𝑎
Model Unstandardized Coefficients Standardized
Coefficients
T Sig.
B Std. Error Beta
1 (Constant) .411 .059 6.973 .000
Foreign
Ownership
-.124 .097 -.323 -1.275 .223
a. Dependent Variable: CSR Disclosure
violations, education, labor, and environmental issues such as greenhouse effect, wild
burning, and water pollution.
Foreign ownership is more tied to agency theory stating that foreign parties are
considered as a concern to CSR disclosure will encourage the management as the
party who runs the company’s activities to disclose the activities of corporate social
responsibility and foreign ownership in the company able to make the monitoring
process better. Information owned by the management can be provided by the com-
pany’s stakeholders. Foreign ownership is an appropriate control mechanism to reduce
agency conflict as it can improve the company’s oversight process. However, in this
study, foreign ownership showed that foreign ownership had no significant effect
on corporate social responsibility disclosure. This means that the size of the foreign
shareholding would not affect the disclosure of corporate social responsibility. The
argument that foreign stock ownership is concerned with social and environmen-
tal issues that will encourage corporate management to conduct CSR activities and
increase CSR disclosure, was not proven in this study. The large differences in foreign
share holdings did not guarantee that firms with greater foreign ownership would
disclose more corporate social responsibility information than firms with small foreign
shareholdings.
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The above data processing results show that the level of relationship between these
two variables was very low and showed a significant negative value between the two
variables and each increase in government ownership would-be accompanied by a
decrease in CSR disclosure of the company. The results also showed that the relation-
ship between the two variables in this study was not significant, so the direction was
not significantly negative.
T 5: Influence of Government Ownership with Level of CSR disclosure.
Model Summary𝑏
Model R R Square Adjusted R
Square
Std. Error of the
Estimate
1 .192𝑎 .037 -.059 .18943
a. Predictors: (Constant), Government Ownership
b. Dependent Variable: CSR Disclosure
The above data shows a small value so it can be concluded that a regression model
is appropriate to be used to predict the dependent variable. The smaller the value of
SEE will make the regression model more precise in predicting the dependent vari-
able. The test results above table can be seen that there was no significant influence
between government ownership of CSR disclosure. Government ownership was more
tied to agency theory stating that larger companies will require greater disclosure to
reduce information asymmetry with principals. The results also show that government
ownership had no significant effect on CSR disclosure. The results of this study is in
accordance with Meilissa’s (2014) research. This means that CSR disclosure has not
been implemented optimally. The results show that the size of government ownership
in a company did not affect the CSR disclosure of the company. If viewed from the
analysis of the above data, it can be concluded that the ownership of stock by foreign
parties and the government did not affect the breadth of CSR disclosure.
5. Conclusion
In Indonesia, the obligation to disclosure corporate social responsibility on environment
has been established in law. In fact, the company owners, in this case the shareholders,
have not complied with the law. With the authority they possess, companies may be
encouraged to disclose their social responsibility obligations to their environment by
complying with established laws. The result of data analysis shows that there was no
influence of share ownership, either by government or by foreign party, on the CSR
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disclosure. There was also no difference of social responsibility fulfillment obligation
between companies whose stocks are owned by foreign party or government.
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